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Honorable  John  F.  Shelley 
Mayor 

200  City  Hall 

San  Francisco,  California  94-102 
Atten:     John  Mootz,  Administrative  Assistant 


Dear  Mayor  Shelley: 


I  am  submitting  to  you  a  copy  of  the  following 
reports  of  John  F.  Forbes  Company: 

1.  Billing  Procedures  for  Hospital  Services 

2.  Hospital  Cost  Accounting  Systems, 

These  reports  concern  the  Federal  Medicare  and 
State  Medi-cal  programs  in  San  Francisco  General, 
Hassler  and  Laguna  Honda  Hospitals. 


to  the  Mayor 


Very  truly  yours, 


CONTROLLER 
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July  1,  1966 


Mr.  Nathan  B.  Cooper,  Controller, 
City  and  County  of  San  Francisco, 
City  Hall, 

San  Francisco,  California. 
Dear  Sir: 

The  following  report  is  one  of  a  series  of  reports  prepared 
in  connection  with  implementation  by  the  City  and  County  Hospitals  of 
the  Federal  and  State  Medicare  regulations,  as  authorized  by 
Controller' s  Contract  Number  7  06  dated  April  11,  1966.      A  report  on 
Billing  Procedures  For  Hospital  Services  has  already  been  submitted. 

This  report  is  a  synopsis  of  pertinent  portions  of  the  new 
Medicare  and  California  Medical  Assistance  Program  rules  which  affect 
cost  determination  and  monetary  reimbursement  available  to  the  City 
and  County  of  San  Francisco.      Also  included^  are  comments  on  the 
present  cost  determination  methods  employed  at  San  Francisco  General 
Hospital.      Reports  on  procedures  at  Laguna  Honda  Hospital  and  Hassler 
Health  Home  will  be  presented  separately.      The  procedures  requiring 
change  are  contrasted  with  the  present  methods  employed  at  San  Francisco 
General  Hospital. 

REPORT  HIGHLIGHTS 

PRESENT  RATE  STRUCTURE  -  In  the  past  reimbursement  under  aid  programs 
have  been  based  on  average  per  diem  cost  per  ward.      For  California 
purposes  reimbursement  will  continue  to  be  based  on  average  cost  per 
diem. 
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FEDERAL  REQUIREMENT  -  Ratio  of  billings  of  covered  patients  to  total 
billings  for  all  patients  is  required  to  be  used  as  an  element  of  the 
reimbursement  formula. 

NEW  BILLING  SYSTEM  REQUIRED  %  It  will  be  necessary  to  submit  separate 
Federal  forms  for  each  Medicare  patient  to  be  billed  after  July  1, 
1966.      Our  proposed  Federal  and  State  billing  procedures  have  already 
been  submitted  to  the  Controller. 

CHART  OF  ACCOUNTS  -  The  California  Hospital  Association' s  chart  of 
accounts  should  be  followed  by  all  institutions.  It  is  presently 
used  by  San  Francisco  General  Hospital. 

ACCOUNTING  SYSTEM  -  The  accumulation  of  data  for  cost  accounting  pur- 
poses should  be  done  on  EDP  and  integrated  with  the  Controller' s 
appropriation  accounting  system.      Responsibility  for  the  determination 
of  costs,  and  preparation  of  cost  reports  and  reimbursement  requests 
for  all  institutions  should  be  centralized. 

ELEMENTS  OF  COST  -  In  general,  the  methods  of  distributing  the  cost  of 
personal  services  and  issues  of  stores  to  the  various  cost  centers  at 
San  Francisco  General  Hospital  are  adequate.      In  order  to  improve 
internal  control  and  integrate  the  cost  information  system  with  other 
information  requirements,  the  further  use  of  tabulating  equipment  or 
EDP  for  data  processing  is  suggested.      Specific  suggestions  relating 
to  the  central  nursing  supply  are  used  as  an  example. 

METHODS  OF  REIMBURSEMENTS  AND  COST  FINDING  -  Alternative  methods  are 
discussed.      We  suggest  that  the  data  be  assembled  and  computations 
made  using  the  allowable  alternatives  to  determine  which  combination  of 
methods  should  be  elected. 

REIMBURSEMENTS  OF  SPECIFIC  COSTS: 

Federal  and  California  rules  may  differ.      Some  specific  costs  are 
commented  on: 
Depreciation: 

Fixed  asset  records  must  be  kept  to  support  depreciation 
on  assets  acquired  after  1965.      Actual  depreciation  or 
an  optional  percentage  method  are  allowable  for  assets 
in  use  on  June  30,  1966.      A  fixed  asset  survey  is  sug- 
gested in  order  to  determine  which  method  should  be 
adopted . 


REIMBURSEMENTS  OF  SPECIFIC  COSTS  (Continued) 
Costs  Incurred  by  Other  City  Departments: 

Certain  costs  may  now  be  reimbursable.      An  analysis  of 
services  performed  by  other  departments  should  be  made 
to  determine  other  reimbursable  costs. 

Interest  Expense: 

Interest  is  generally  allowable.      The  establishment 
of  a  sinking  fund  for  future  fixed  asset  acquisi- 
tions should  be  considered.      Interest  on  borrow- 
ings from  such  a  sinking  fund  may  be  allowable. 

Bad  Debts: 

Bad  debts  under  each  program  may  be  allowable  costs. 
Bad  debts  should  be  separated  by  program  commenc- 
ing July  1,  1966.      The  collection  program  for  all 
patients  should  be  formalized. 

Research  Costs: 

Research  costs  are  not  allowable  for  Federal 
purposes. 

Grants,  Gifts,  Etc.: 

In  the  future,  they  should  be  unrestricted  insofar  as 
possible. 

Additional  Allowance: 

An  additional  2%  of  cost  (subject  to  certain  restric- 
tions) is  allowable  for  Federal  purposes,  but  not 
California. 

Physicians'  Salaries: 

Discussions  between  the  doctors,  hospitals,  fiscal 

intermediaries,  and  the  Social  Security  Administration 
are  now  under  way  to  determine  how  the  billing  for 
doctors'   services  will  be  accomplished. 

University  of  California  Contract: 

Payments  under  this  contract  may  be  wholly  or  partially 
unallowable  as  payments  for  hospital  services.  This 
problem  is  related  to  physicians'   salaries  and  dis- 
cussions are  also  under  way. 
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REIMBQRSEMENTS  OF  SPECIFIC  COSTS  (Continued) 

Costs  Incurred  by  Other  City  Departments  (Continued) 
Interim  Reimbursement: 

Negotiations  with  the  fiscal  intermediary  based  on 
prior  year  costs  will  be  necessary.  Statistics 
should  be  developed  to  approximate  present  costs 
for  discussion  purposes. 

Clinics  and  Outpatients: 

Outpatients  must  be  billed  for  services  and  costs  must 
be  accumulated  separately  for  each  revenue  producing 
clinic.      As  of  July  1,  1966,  costs  should  be  sepa- 
rately determined  for  each  clinic  including  those 
not  presently  considered  as  separate  cost  centers, 
such  as  the  eye  clinic. 


Yours  truly, 


CITY  AND  COUNTY  OF  SAN  FRANCISCO 


REPORT  ON 
HOSPITAL  COST  ACCOUNTING  SYSTEM 
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CITY  AND  COUNTY  OF  SAN  FRANCISCO 


 REPORT  ON  HOSPITAL  COST  ACCOUNTING  SYSTEM  

PRESENT  RATE  STRUCTURE 

Accounting  for  the  cost  of  operating  the  San  Francisco  General 
Hospital,  Laguna  Honda  Hospital,  and  Hassler  Hospital,  is  maintained  on 
the  accrual  basis  as  a  portion  of  the  City  s  appropriation  accounting 
system.      Annually,  the  accountants  at  the  institutions  determine 
average  costs  per  patient  day.      These  average  costs  consist  of  one  rate 
at  the  Hassler  Hospital  ($15.9*0,  three  rates  at  Laguna  Honda  Hospital 
(regular  hospital  -  $1^.02,  modified  hospital  -  $8.01,  and  rehabilita- 
tion wards  -  $26.29),  and  approximately  30  separate  rates  at  San 
Francisco  General  Hospital  ranging  from  $19.57  per  patient  day  in  the 
nursery  to  $77.21  per  patient  day  in  Ward  12.      These  computed  average 
costs  per  patient  day  are  annually  approved  by  the  Board  of  Supervisors 
of  the  City  and  County  of  San  Francisco.      Rates  based  on  coats 
incurred  in  the  fiscal  year  ended  June  30,  1965,  were  recently  pre- 
sented to  the  Board  of  Supervisors  for  approval. 

The  costs  approved  by  the  Board  of  Supervisors  have  been  used 
as  a  basis  for  billing  patients  and  for  reimbursement  under  various  aid 
programs.      In  effect,  charges  have  been  made  on  the  basis  of  the  prior 
year' s  average  costs  and  vary  depending  on  the  ward  the  patient 
occupied.      Most  services  which  are  billed  separately  in  private 
hospitals,  such  as  prescriptions,  X-rays,  use  of  surgery  facilities, 
etc.,  have  not  been  billed  separately  by  the  City  institutions. 
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REIMBURSEMENT  UNDER  MEDICARE  AND  THE 
CALIFORNIA  MEDICAL  ASSISTANCE  PROGRAM 


The  methods  of  reimbursement  under  Medicare  (effective  July  1, 
1966)  and  under  the  California  Medical  Assistance  Program  (CMAP) 
(effective  March  1,  1966)  are  considerably  different. 

The  reimbursement  of  costs  for  California  purposes  is  to  be 
the  lower  of  the  amounts  charged  to  the  covered  patients  or  the  average 
daily  cost  for  all  patients  times  the  patient  days  of  covered  patients. 
The  average  daily  cost  is  the  total  cost  for  the  entire  hospital  (with 
certain  adjustments),  divided  by  the  number  of  patient  days  for  that 
hospital.      It  appears  that  this  cost  calculation  for  San  Francisco 
General  Hospital  can  be  made  each  year  without  many  changes  in  the 
present  cost  accounting  system.      However,  we  anticipate  the  California 
rules  will  be  changed  in  the  future  to  more  closely  follow  the  Federal 
rules. 

Reimbursement  under  the  Eederal  Medicare  Program  is  based  on 
the  concept  that  the  Federal  Government  will  reimburse  a  portion  of  the 
actual  allowable  costs  incurred.      In  general,  the  portion  reimbursable 
is  based  on  the  ratio  of  charges  to  covered  patients  to  total  charges 
to  all  patients.      Therefore,  it  will  be  necessary  to  initiate  a  bill- 
ing system  for  all  patients  and  accumulate  totals  of  amounts  billed  to 
covered  patients  and  other  patients  in  order  to  compute  the  ratio  of 
reimbursable  costs. 

The  rules  and  comments  published  to  date  for  Medicare  do  not 
establish  any  interim  methods  to  be  used  by  institutions  which  do  not 
presently  bill  for  ancillary  services.      We  understand  that  permission 
has  been  obtained  to  use  per  diem  rates  for  Federal  billings  until 
July:  1,  1967.      In  any  event,  reimbursement  on  a  per  diem  basis  (using 
either  prior  year  or  current  year  costs)  may  not  be  desirable  in  that 
it  may  not  result  in  maximum  reimbursement  to  the  County. 
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Accordingly,  the  system  of  billing  for  ancillary  services 
should  be  adopted  as  soon  as  possible  in  order  to  develop  the 
statistics  required  for  Medicare. 


BILLING  SYSTEM 

Our  procedure  for  the  establishment  of  a  billing  system  has 
been  presented  separately.      It  is  contemplated  that  the  billing 
system  will  accomplish  the  following: 

1.  Prepare  an  individual  bill  for  each  Federal  patient  (see 

Number  k  below ) . 

2.  Accumulate  the  amounts  billed  for  patient  groups  which  are: 

(a)  Medicare  recipients. 

(b)  California  Medical  Aid  Program  recipients. 

(c)  Other  patients. 

3.  Subdivide  the  billing  totals  between  inpatients  and 

outpatients  for  each  group. ( 

^.    Accumulate  charges  for  billing  purposes  for  each  patient 
based  on  items  or  services  prescribed  by  the  doctor. 
It  is  contemplated  that  separate  charges  will  eventu- 
ally be  made  for  at  least  the  following  services: 

Hospital  inpatients: 

Daily  hospital  service  -  By  ward  and  type  of 
accommodation  therein,  excluding  ancillary 
services. 
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Ancillary  services: 
Operating  room 
Anesthesia 
Inhalation  therapy 
Blood 

Special  duty  nurses 

Electrocardiography 

Electroencephalography 

Pharmacy 

Laboratory 

Pathology 

Radiology 

Prescribed  medical,  surgical,  and  central  supplies 

Casts  and  orthopedic  appliances 

Physical  therapy 

Occupational  therapy 

Artificial  kidney 

Cardio-pulmonary 

Outpatients: 
Psychiatric: 

Outpatient  clinic 

Immediate  psychiatric  aid  and  referral  center 
Clinics: 
Chest 
Dental 
Follow-up 
Prenatal 
Pediatrics 
Eye 

Ear- nose -throat 

Nalline 

Emergency 

Items  prescribed  for  use  by  outpatients: 
Pharmacy 
Radiology 
Laboratory 
Etc. 

The  general  philosophy  underlying  the  suggested  billing  system 
is  that  separate  charges  will  be  made  for  all  items  prescribed  or 
ordered  by  the  physicians  in  addition  to  the  usual  charges  for  basic 
hospital  services.      It  is  contemplated  that  the  charge  for  basic 
hospital  services  would  continue  to  vary  by  ward  and  by  type  of  accommo- 
dations within  the  wards.      It  will  be  necessary  to  closely  define  which 
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items  and  services  are  included  in  the  charge  for  daily  hospital  ser- 
vices and  which  will  be  billed  separately. 

It  is  desirable  for  the  established  rates  for  ancillary 
service  to  closely  approximate  the  actual  cost  of  providing  the  service. 
However,  we  suggest  that  prevailing  rates  in  the  community  be  estab- 
lished for  the  initial  itemized  billings.      The  rates  can  be  adjusted 
later  as  costs  are  determined  pursuant  to  the  cost  accounting  methods 
allowable  for  Federal  purposes. 

ACCOUNTING  SYSTEMS  AND  CHART  OF  ACCOUNTS 

Section  2-3  of  the  Principles  of  Reimbursement  for  Provider 
Costs  (Medicare)  states  that  providers  of  care  must  provide  adequate 
cost  data  and  that  such  data  "be  capable  of  being  audited."  The 
California  Formula  for  the  Reimbursement  of  Hospitals  for  Acute 
Short-term  Services  Provided  to  Eligible  Persons  (CMAP)  states  in  the 
definitions  that  "average  cost  per  diem"  is  the  cost  computed  by  imple- 
menting the  California  Hospital  Association' s  uniform  accounting 
system.      It  is  suggested  that  all  institutions  closely  follow  the  CHA 
manual  in  conformity  with  the  California  directive. 

At  present,  cost  information  is  accumulated  separately  by  the 
accountants  at  each  institution.      The  methods  vary  between  the  insti- 
tutions and  may  be  somewhat  inconsistent  between  periods.  Tabulating 
equipment  is  used  for  the  accumulation  of  some  data.      The  remainder 
of  the  data  and  the  preparation  of  the  cost  analysis  working  papers  is 
accomplished  manually. 

Consideration  should  be  given  to  integrating  the  assembly  of 
data  for  cost  purposes  with  the  Controller' s  appropriation  accounting 
system  in  order  to  eliminate  duplicate  keypunching  of  data,  facilitate 
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the  maintenance  of  cost  records  and  to  consistently  accumulate  data  for 
all  institutions. 

Responsibility  for  the  determination  of  cost  (and  preparation 
of  cost  reports  and  reimbursement  requests)  for  all  institutions  should 
be  centralized. 

The  California  Hospital  Association  recognizes  that  county 
hospitals  must  comply  with  the  accounting  requirements  of  the  county  as 
prescribed  by  the  County  Controller  and  State  Controller.      In  order 
to  easily  obtain  cost  information  which  is  consistent  with  both  the 
county  fiscal  requirements  and  the  California  Hospital  Association' s 
uniform  accounting  procedures,  it  is  suggested  that  all  hospital  trans- 
actions be  coded  with  both  the  county  appropriation  number  and  the  CHA 
chart  of  accounts  number.      It  is  recommended  that  the  present  coding 
of  documents  be  changed  to  provide  for  the  CHA  chart  of  account  number 
on  all  items  processed  by  the  Controller's  office.      This  account 
number  should  be  captured  by  EDP  at  the  time  the  documents  are 
processed.      Thereafter,  the  processing  of  such  information  can  be 
handled  on  EDP,  rather  than  manually. 

Under  this  method,  the  purchase  of  food  would  be  coded: 

5.557.350.000    -  500.01.^-0 
(County  number)      (CHA  number) 

The  CHA  account  numbers  are  subdivided  into  cost  centers  and 
natural  classifications  of  costs.      For  example,  500.10.^0  represents 
the  cost  of  food  purchased  for  the  dietary  cost  center: 

Cost  center  -  Dietary   500 

Cost  center  -  Subaccount   .10 

Natural  classification  -  Food    .  ^0 

500.10.40 
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This  coding  method  facilitates  the  grouping  of  costs  and  the 
handling  of  data.      The  sum  of  the  500.10  accounts  is  the  total  cost 
of  the  dietary  cost  center,  while  the  sum  of  the  AO  accounts  for  all 
cost  centers  would  represent  the  total  purchases  of  food.      In  order 
to  maximize  the  benefits  of  the  CHA  uniform  chart  of  accounts,  it  is 
important  that  the  CHA  account  numbers  be  used  wherever  possible. 
Additional  information  may  be  captured  by  using  subaccounts 
(e.g.  -  .10)  as  necessary,  but  the  establishment  of  new,  unrelated 
accounts  should  be  discouraged. 

The  accounting  staff  at  San  Francisco  General  Hospital 
presently  maintains  cost  ledgers  in  worksheet  form  for  each  cost  center. 
The  elements  of  cost  accumulated  each  month  for  each  cost  center  are  as 
follows: 

Personal  services: 
Medical  staff 
Others 

Materials  and  supplies: 
Direct  purchases: 

Warrant  -  Purchase  orders 
Revolving  fund 
Cost  of  issues  from  stores: 
Central  nursing  supply 
Stores 
Pharmacy: 

Prescriptions 
Antibiotics 
Hypnotics 
Narcotics 

Miscellaneous  drugs 

The  cost  account  numbers  used  by  the  accounting  staff  at 
San  Francisco  General  Hospital  conform  with  those  recommended  by  the 
CHA  with  the  exception  that  the  cost  of  retirement,  social  security, 
and  health  service  system  should  be  charged  to  account  560.05,  rather 
than  5^0.06,  and  the  cost  of  special  duty  nurses  should  be  charged  to 
account  380.09,  rather  than  540.22. 
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San  Francisco  General  Hospital  presently  uses  a  large  number 
of  separate  cost  centers.      The  use  of  these  cost  centers  should  be 
continued.      However,  additional  cost  centers  may  be  required  when  the 
billing  system  is  established.      A  separate  cost  center  will  be  neces- 
sary for  each  department  (e.g.,  eye  clinic  and  ear,  nose  and  throat 
clinic)  which  performs  services  which  will  be  separately  billed  to 
patients. 

ELEMENTS  OF  COST 

The  following  comments  relate  to  the  elements  of  cost  which 
are  presently  determined  separately  for  the  respective  cost  centers: 

PERSONAL  SERVICES 

At  present,  the  San  Francisco  General  Hospital  uses  a  time 
clock  card  for  most  personnel.      In  addition,  each  ward  or  department 
prepares  off-duty  and  return-to-duty  reports.      These  reports,  together 
with  the  time  clock  cards,  are  the  basis  for  the  time  rolls,  which  are 
manually  prepared.      Payroll  cards  are  keypunched  from  the  time  rolls 
by  central  EDP  and  used  in  the  preparation  of  payrolls  and  pay  warrants. 
The  EDP  payroll  cards  are  then  sent  back  to  the  Hospital' s  accounting 
department  where  they  are  compared  with  the  time  cards.      The  cost 
center  number  to  be  charged  is  inserted  manually  on  the  EDP  pay  cards 
from  the  time  clock  cards  and  keypunched. 

In  the  event  an  employee  works  in  several  departments,  each 
department  must  be  costed  separately.      New  EDP  cards  are  then  prepared 
which  show  the  departmental  distributions.      The  EDP  pay  cards  are 
tabulated,  balanced  to  the  payroll,  resorted,  and  tabulated  by  cost 
center.      The  dollar  cost  of  personal  services  for  each  cost  center  is 
then  posted  manually  to  the  cost  sheets  maintained  in  the  Hospital' s 
accounting  department. 
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In  our  Supplemental  Report  on  Examination  of  Accounting 
Procedures  at  the  San  Francisco  General  Hospital,  dated  December  31, 
1965,  we  noted  several  weaknesses  in  time  roll  procedures.  Although 
the  present  method  is  reasonably  adequate  for  cost  determination 
purposes,  consideration  should  be  given  to  simplifying  the  data  proces- 
sing procedures  and  improving  internal  control.      We  recommended  that 
the  payroll  system  be  rapidly  converted  to  EDP,  and  that  provision  be 
made  for  the  approval  of  all  time  cards  by  the  employee' s  designated 
supervisor  in  order  to  improve  internal  control  and  the  accuracy  of 
the  cost  distributions. 

We  also  suggest  that  separate  natural  classifications  of 
expense  accounts  be  established  as  of  July  1,  1966,  for  the  cost  of 
physicians'   salaries,  as  follows: 

Physicians'   salaries  -  Direct  care  of  patients  21 

Physicians'   salaries  -  Administration  22 

Physicians'   salaries  -  Teaching  23 

Physicians'   salaries  -  Research  24 

Interns,  residents,  and  other  professional  trainees  .25 

It  is  desirable  for  physicians  to  maintain  time  records  ade- 
quate to  enable  the  accurate  allocation  of  salary  costs  between  the 
suggested  accounts. 

DIRECT  PURCHASES  -  PURCHASE  ORDERS 

At  present,  the  San  Francisco  General  Hospital  obtains  the 
purchase  orders  after  the  Controller' s  office  has  made  payment  to  the 
vendors  by  warrant.      The  cost  center  number  is  noted  on  the  purchase 
order  and  the  pertinent  information  is  keypunched.      The  card  is  tabu- 
lated, balanced  to  a  summary  of  the  amounts  paid  by  the  Controller,  and 
resorted  and  tabulated  by  cost  center.      The  amounts  are  posted  monthly 
to  the  cost  sheets. 
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The  suggested  method  of  coding  documents  prior  to  processing 
by  the  Controller' s  office  would  allow  EDP  to  tabulate  the  purchases 
by  cost  center  without  the  preparation  of  an  additional  group  of  cards. 

DIRECT  PURCHASES  -  REVOLVING  FUND 

At  present,  the  San  Francisco  General  Hospital  includes  both 
the  Controller' s  appropriation  number  and  the  cost  center  number  on  the 
revolving  fund  reimbursement  request.      The  costs  are  then  posted  manu- 
ally to  the  cost  records.      Consideration  should  be  given  to  accom- 
plishing the  cost  allocation  by  EDP. 

ISSUES  FROM  STORES 

,It  is  contemplated  that  all  stores'  issues  to  patients  pre- 
scribed by  the  physicians  will  be  billed  to  patients.      All  other  issues 
(such  as  certain  issues  by  central  nursing  supply)  must  continue  to  be 
allocated  to  the  respective  cost  centers.      The  present  methods  of  manu- 
ally pricing  requisitions  and  summarizing  them  by  cost  center  are 
reasonably  adequate.      However,  it  will  be  necessary  to  insert  the 
amount  of  each  item  on  each  requisition,  rather  than  continuing  the 
present  method  of  noting  only  the  computed  total  price  of  all  items  on 
each  document.      A  system  of  preprinted  price  codes  should  be  developed 
to  simplify  item  pricing. 

It  will  be  necessary  to  adopt  a  schedule  of  charges  to  be 
used  in  billing  patients  for  various  supplies  or  equipment  ordered  by 
the  doctor.      The  same  schedule  of  charges  should  be  used  in  allocating 
costs  to  the  other  cost  centers  for  items  used  which  were  not  billed  to 
patients. 

A  perpetual  inventory  system  is  presently  maintained  manually 
by  the  Purchaser' s  storekeepers  in  the  central  storeroom  and  a  perpetual 
inventory  is  contemplated  by  central  nursing  supply.      Perpetual  inven- 
tory systems  are  not  in  use  in  the  dietary  department. 
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It  is  suggested  that  the  feasibility  be  investigated  of  main- 
taining perpetual  inventories  in  the  dentral  nursing  supply  and  dietary 
departments  in  order  to  improve  internal  control.      The  use  of  tabulat- 
ing equipment  or  EDP  for  pricing  and  summarizing  issues  from  stores 
should  also  be  considered.      In  addition,  we  suggest  that  consideration 
be  given  to  converting  the  perpetual  inventory  record  in  the  Purchaser' s 
storeroom  to  EDP  as  a  by-product  of  the  cost  distribution  system  in 
order  to  reduce  the  clerical  effort  presently  required. 

An  example  of  the  application  of  these  suggestions  to  the 
central  nursing  supply  is  as  follows: 

The  central  nursing  supply  at  San  Francisco  General  Hospital 
has  established  standard  quantities  of  supplies  to  be  on  hand  in  each 
ward.      Each  day  supplies  used  are  replenished  and  quantities  issued 
are  noted  on  a  mimeographed  form.      The  forms  are  forwarded  to  the 
accounting  section  each  month  where  they  are  extended  and  priced  as  a 
means  of  determining  charges  to  each  department.      This  method  results 
in  a  reasonably  adequate  distribution  of  the  cost  of  issues  to  the 
wards  and  departments,  but  it  does  not  provide  internal  control  over 
the  central  nursing  supply  inventory  and  does  not  assist  in  determining 
when  reorders  are  required. 

We  understand  that  revisions  to  the  present  system  are  con- 
templated.     It  is  suggested  that  the  revisions  include  the  following: 

1.  Form  redesign  -  To  include  item  number  and  nomenclature 

consistent  with  the  annual  contract. 

2.  Keypunching  of  usage  reports  by  department  monthly. 

3.  Keypunching  of  purchases  monthly. 

4.  Pricing  of  issues  monthly  at  standard  price  from  a  master 

record  and  preparation  of  a  monthly  report  of  the 
charges  for  items  issued  to  each  department  or  ward  to 
be  used  for  cost  distribution  purposes. 

5.  Preparation  of  a  monthly  report  of  purchases,  issues,  and 

inventory  balances. 
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We  understand  that  soiled,  returnable  Items  are  not  counted. 
In  order  to  Improve  control  over  reusable  items,  it  is  suggested  that 
these  items  be  counted  on  a  test  basis.      We  also  suggest  that  the  items 
on  hand  in  the  wards  and  storerooms  also  be  counted  on  a  test  basis  to 
insure  that  the  standard  quantity  is  on  hand. 

In  order  to  provide  a  perpetual  record  of  reusable  items  in 
central  nursing  supply  without  counting  all  of  the  soiled  items  returned 
each  day,  we  suggest  that  items  reprocessed  be  counted  each  day  to  deter- 
mine the  increase  in  the  inventory.      Shortages  or  shrinkage  should  be 
reported  monthly  to  the  accounting  department. 

Inasmuch  as  many  items  presently  issued  to  wards  or  departments 
by  the  central  nursing  supply  will  be  charged  to  the  patients  when  the 
billing  system  is  inaugurated,  it  will  be  necessary  to  also  accomplish 
the  following: 

1.  Define  which  items  will  be  considered  to  be  included  in 

the  charge  for  daily  hospital  service  and  which  items 
will  be  charged  to  patients. 

2.  Separate  these  items  on  the  form  and  in  the  reports. 

3.  Devise  forms  and  a  billing  system  for  use  by  the  wards 

and  departments  in  charging  the  patients,  including 
the  control  and  routing  of  the  charge  slips  for 
recordation  of  the  charges  to  patients. 

Establish  a  method  of  comparing  (at  least  on  a  test 

basis)  the  issues  to  a  particular  ward  for  a  particular 
item  with  the  charges  to  patients  for  that  item  initi- 
ated by  the  ward. 

5.    Adopt  a  schedule  of  charges  for  all  items,  including 
rental  charges  for  special  equipment. 


-  12  - 


METHODS  OF  REIMBURSEMENT  -  MEDICARE 


The  Principles  of  Reimbursement  for  Provider  Costs  Under 
Medicare  allow  the  election  of  either  of  two  methods  of  cost  reimburse- 
ment.     The  principles  state:     "...  the  provider  shall  have  the  option 
of  either  of  the  following  methods:     (1)    Departmental  method  —  the 
ratio  of  beneficiary  charges  to  total  patient  charges  for  the  services 
of  each  department  is  applied  to  the  cost  of  the  department;  (2) 
Combination  method  --  the  cost  of  routine  services  for  program  bene- 
ficiaries is  determined  on  the  basis  of  average  cost  per  diem  of  these 
services  for  all  patients;     to  this  is  added  the  cost  of  ancillary 
services  used  by  beneficiaries ,  determined  by  apportioning  the  total 
cost  of  ancillary  services  on  the  basis  of  the  ratio  of  beneficiary 
charges  for  ancillary  services  to  total  patient  charges  for  such 
services ." 

In  effect,  reimbursement  under  Medicare  may  be  either: 

1.  The  ratio  of  beneficiary  charges  to  total  charges  for 

routine  services  and  for  each  ancillary  service  com- 
puted separately  and  multiplied  by  the  cost  of  each 
separate  department  for  which  a  charge  is  made,  or 

2.  The  average  cost  per  diem  for  routine  services  for 

covered  patients,  added  to  the  amount  computed  by 
multiplying  the  percentage  of  beneficiary  charges  to 
total  charges  for  all  ancillary  services  taken  as  a 
group  times  the  total  cost  of  providing  all  ancillary 
services. 

A  change  from  one  method  to  the  other  may  be  made  only  with 
the  approval  of  the  fiscal  intermediary.      A  request  for  change  must  be 
made  before  the  end  of  the  first  month  of  the  year  for  which  the  change 
is  applied.      Other  methods  of  apportionment  may  be  used  on  a  temporary 
basis  for  the  first  accounting  year. 
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The  Principles  of  Reimbursement  do  not  specifically  mention 
the  use  of  separate  rates  by  ward  for  routine  services.      However,  the 
general  policy  of  reimbursement  for  the  actual  costs  of  services 
performed  for  Medicare  patients  would  indicate  that  the  present  practice 
of  separately  determining  costs  by  ward  could  be  used  under  Method  1 
and  probably  Method  2. 

It  is  suggested  that  data  be  accumulated  to  enable  the  compu- 
tation of  the  reimbursement  for  the  first  fiscal  year  under  both 
Methods  1  and  2,  using  separate  costs  for  each  ward  for  routine 
services.      Projections  should  also  be  made  of  the  probable  result  in 
future  years  of  the  use  of  each  method.      The  method  which  results  in 
the  maximum  present  and  estimated  future  reimbursement  should  then  be 
adopted. 

COST  FINDING 

The  Principles  of  Reimbursement  require  that  the  method  of 
distributing  the  costs  of  nonrevenue  producing  departments  (e.g., 
administration)  to  revenue  producing  departments  (e.g.,  X-ray)  be 
elected  by  the  Hospital.      Once  a  method  is  elected,  a  change  can  be 
made  only  with  the  approval  of  the  fiscal  intermediary  upon  application 
made  before  the  end  of  the  first  month  of  the  prospective  reporting 
method. 

The  acceptable  cost  distribution  methods  are  the  " step-down" 
method,  "double-apportionment"  method  (both  prescribed  by  the 
California  Hospital  Association)  or,  "a  more  sophisticated  method  .   .  . 
upon  approval  of  the  intermediary."      The  San  Francisco  General  Hospital 
has  been  using  the  double -apportionment  method  which  provides  that  the 
cost  of  nonrevenue  producing  departments  be  allocated  to  all  depart- 
ments served.      In  this  method,  a  nonrevenue  department  which  has  been 
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allocated  may  subsequently  be  allocated  costs  from  another  nonrevenue 
producing  department.      The  costs  which  resulted  from  subsequent 
apportionments  of  other  departments  are  then  allocated  in  a  second 
apportionment  to  the  wards  on  the  basis  of  patient  days. 

We  understand  that  the  San  Francisco  General  Hospital  con- 
templates using  the  " step-down"  method  for  the  fiscal  year  ended 
June  30,  1966.      We  recommend  that  costs  be  computed  using  both  methods 
to  determine  which  method  produces  the  most  favorable  results.  The 
most  favorable  method  should  then  be  adopted  for  use  in  the  future. 

The  California  Hospital  Association' s  Uniform  Cost  Analysis 
Manual  describes  methods  of  allocating  the  costs  of  nonrevenue  produc- 
ing cost  centers  to  the  revenue  producing  cost  centers.      The  methods 
suggested  are  contrasted  with  the  methods  used  at  San  Francisco  General 
Hospital  in  the  Appendix  hereto. 

REIMBURSEMENT  OF  SPECIFIC  COSTS 

In  general,  all  costs  related  to  hospitalization  are  includ- 
able in  the  computation  of  reimbursable  costs.      However,  both  the 
Federal  Government  and  the  State  of  California  have  issued  interpreta- 
tive regulations  which  highlight  certain  unallowable  costs.  Certain 
of  these  cost  interpretations  are  discussed  as  follows: 

DEPRECIATION 

For  Federal  purposes,  depreciation  must  be:     (1)  identifiable 
and  recorded  in  the  Provider's  accounting  records,   (2)  based  on  histor- 
ical cost  of  the  asset  (or  fair  market  value  at  the  time  of  donation  in 
the  case  of  donated  assets),  and  (3)  computed  under  either  the  straight- 
line,  declining  balance,  or  sum  of  the  years-digits  method  of 
depreciation.      For  California  purposes,  depreciation  must  be  based  on 
original  supplier  cost  using  the  straight-line  method  of  depreciation. 
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On  assets  acquired  prior  to  1966,  Medicare  allows  the 
Provider  to  elect  an  optional  method  of  depreciation,  based  on  a  per- 
centage of  operating  costs.      Under  that  method,  a  percentage  is  applied 
to  the  lower  of  the  year' s  operating  costs  or  the  Provider' s  1965 
operating  costs.      The  percentage  to  be  applied  is  5$  starting  with  the 
year  1966-1967,  and  the  percentage  is  reduced  by  1/2$  for  each  succeed- 
ing year.      The  percentage  depreciation  allowance  is  in  addition  to 
regular  depreciation  on  assets  acquired  after  1965.      However,  the  com- 
bined percentage  amount  and  computed  depreciation  may  not  exceed  6%  of 
the  Provider' s  allowable  cost  for  the  current  year  and  the  allowable 
cost  for  the  base  year  (1965)  may  not  include  either  actual  depreciation 
or  estimated  depreciation  on  rented  depreciable-type  assets. 

In  the  event  the  percentage  method  of  depreciation  on  pre-19 66 
assets  is  elected,  the  percentage  allowable  declines  annually  by  equal 
amounts  and  becomes  zero  in  197  6-1977.      A  change  may  be  made  from  the 
percentage  method  to  actual  depreciation  on  all  pre-1966  depreciable 
assets  at  the  election  of  the  Provider.      The  Medicare  rules  further 
state  that  depreciation  will  be  allowed  on  assets  which  are  being  used 
by  the  Provider  at  the  time  it  enters  into  the  Medicare  program,  even 
though  the  assets  may  be  fully  or  partially  depreciated  on  the 
Provider's  books.      In  addition,  depreciation  would  also  be  allowed  on 
assets  financed  with  Hill-Burton  or  other  Federal  or  public  funds. 

It  is  not  clear  whether  depreciation  will  be  allowed  by 
California  on  assets  which  are  fully  depreciated  as  of  March  1,  1966, 
but  still  in  use. 

Different  methods  of  depreciation  will  probably  be  elected 
for  Federal  and  California  purposes  in  order  to  avail  the  County  of 
the  fast  methods  of  depreciation  allowed  for  Federal  purposes  which 
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are  not  allowed  by  California.      It  is  contemplated  that  either  the 
declining  balance  method  or  sum  of  the  years-digits  method  will  be 
adopted  for  Federal  purposes,  at  least  for  certain  assets. 

The  fixed  asset  records  maintained  by  the  City  and  County  of 
San  Francisco  consist  of  two  separate  records:     (1)  perpetual  inventory 
records  of  equipment  maintained  by  the  Purchasing  Department  at  the 
Purchaser's  central  storeroom  and  (2)  historical  records  maintained  at 
the  San  Francisco  General  Hospital  by  the  Purchasing  Department' s 
storeroom  personnel.      This  latter  record  appears  to  go  back  to  about 
1957.      Many  items  of  equipment  purchased  for  use  at  San  Francisco 
General  Hospital  in  recent  years  have  not  had  the  Purchaser' s  inventory 
control  numbers  affixed  to  the  equipment  and  an  inventory  of  the  equip- 
ment has  not  been  taken  for  many  years. 

Neither  of  the  equipment  inventory  records  has  been  used  for 
purposes  of  computing  depreciation  for  the  categorical  aid  and  other 
public  assistance  programs  administered  by  the  State  of  California. 
In  the  past,  allowable  depreciation  has  been  based  on  a  percentage  of 
the  total  purchases  in  preceding  years.      For  example,  10$  of  the  total 
amount  of  equipment  purchased  in  the  preceding  ten- year  period  has  been 
allowed  as  an  allowance  for  depreciation  of  equipment.      The  method 
used  in  the  past  may  still  be  allowable  for  California  purposes,  but 
does  not  appear  to  be  allowable  for  Federal  purposes. 

We  suggest  that  fixed  asset  records  be  maintained  for  equip- 
ment purchased  after  January  1,  1966,  as  a  basis  for  the  computation  of 
depreciation  for  Federal  purposes. 

It  is  suggested  that  the  detailed  fixed  asset  records  main- 
tained by  the  Purchasing  Department  at  the  Central  Storeroom  be  used  as 
the  basis  for  subsequent  fixed  asset  records.      It  will  be  necessary  to 
record  depreciation  in  the  records  as  well  as  information  on  the 
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physical  location  of  the  assets.      Provision  must  be  made  for  affixing 
inventory  control  numbers  to  all  fixed  asset  acquisitions  and  for  record- 
ing location  changes  in  the  records.      The  Purchaser's  fixed  asset 
records  must  be  periodically  reconciled  with  the  Controller' s  records  of 
the  cost  of  fixed  asset  acquisitions. 

Existing  information  does  not  permit  determination  as  to  whether 
it  is  more  desirable  to  compute  depreciation  on  the  assets  in  use  as  of 
January  1,  1966,  or  to  utilize  the  optional  percentage  method  (which 
would  include  in  allowable  costs  a  maximum  of  27-1/2$  of  the  1966  allow- 
able cost  (before  depreciation)  over  a  ten- year  period).      In  order  to 
determine  which  method  produces  the  best  results,  it  will  be  necessary 
to  compute  depreciation  under  both  methods.      It  will  be  necessary  to 
conduct  a  fixed  asset  survey  in  order  to  determine  allowable  depreciation 
under  the  historical  cost  method. 

The    Principles  of  Reimbursement  for  Provider  Costs  states 
that  .   .   .    "Where  the  provider  desires  to  change  to  actual  depreciation 
but  either  has  no  historical  cost  records  or  has  incomplete  records,  the 
determination  of  historical  cost  could  be  made  through  appropriate  means 
involving  expert  consultation  with  the  determination  being  subject  to 
review  and  approval  by  the  intermediary."     (Underline  added.) 

In  conducting  the  proposed  fixed  asset  survey,  the  Purchaser' s 
present  records  will  probably  be  of  considerable  help  in  conducting  the 
evaluation.      The  study  should  include  buildings,  building  improvements, 
and  equipment.      It  will  be  necessary  to  determine:     (1)  which  items  of 
equipment  are  in  use  and  their  present  location,   (2)  cost  of  each  item, 
(3)  year  acquired,     and  (^)  remaining  useful  life.      The  survey  would 
consist  of  essentially  three  phases: 
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1.  Physical  location  of  items,  assignment  of  inventory 

control  numbers,  determination  of  original  cost  and 
date  of  acquisition  and  development  of  adequate  fixed 
asset  records. 

2.  Determination  of  remaining  useful  life.  Determina- 

tion of  estimated  original  cost  and  acquisition  date 
on  assets  for  which  records  of  actual  cost  and  acqui- 
sition date  cannot  be  located. 

3.  Calculation  of  depreciation  on  assets  in  use  at  June  30, 

1966,  using  costs  and  lives  determined  under  Numbers  1 
and  2  above,  and  using  one  of  the  accelerated  depre- 
ciation methods.      Calculation  of  probable  allowable 
depreciation  using  the  percentage  of  operating  cost 
method.      Preparation  of  recommendations  as  to  which 
method  should  be  adopted. 

COSTS  INCURRED  BY  OTHER  CITY  DEPARTMENTS 

It  is  our  understanding "that  the  State  of  California  has 
allowed  as  reimbursable  costs  amounts  expended  by  other  City  depart- 
ments only  if  the  amounts  were  rather  directly  related  to  the  institu- 
tions.     For  example,  the  salaries  of  storekeepers  located  at  the  San 
Francisco  General  Hospital  were  considered  to  be  an  allowable  expense, 
even  though  their  salaries  were  paid  by  the  Purchasing  Department,  but 
a  pro  rata  portion  of  the  cost  of  operating  the  Purchaser' s  central 
Purchasing  Department,   (buyers,  cost  of  advertising  for  bids,  etc.  )  was 
not  considered  to  be  an  allowable  cost.      Another  example  is  the  allow- 
ance as  a  cost  of  a  portion  of  the  City' s  contribution  to  the  retirement 
health  service,  and  social  security  programs  for  City  employees,  but  the 
expense  of  operating  the  Controller' s  office  attributable  to  accounting 
for  the  institutions  was  not  considered  to  be  an  allowable  cost. 

Principle  1-10  of  the  Medicare  Principles  of  Reimbursement 
for  Provider  Costs  states  that  "Costs  applicable  to  services,  facilities 
and  supplies  furnished  to  the  Provider  by  organizations  related  to  the 
Provider  by  common  ownership  or  control  are  includable  in  the  allowable 
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cost  of  the  Provider  at  the  cost  to  the  related  organization.  However, 
such  cost  must  not  exceed  the  price  of  comparable  services,  facilities, 
or  supplies  that  could  be  purchased  elsewhere. 'v 

We  suggest  that  the  services  provided  to  the  hospitals  by 
other  City  departments  be  very  carefully  reviewed.      A  portion  of  the 
cost  of  operating  these  departments  might  well  be  allowable  under  the 
Federal  program.      Examples  of  such  services  which  might  be  partially 
reimbursable  would  include:     (1)  services  by  the  Purchaser's  central 
office  (buying  function);  (2)  the  operation  of  the  Purchaser's  central 
storeroom  (food  supplies  are  stored  for  the  hospitals);   (3)  the 
Department  of  Social  Services  (which  provides  substantial  services  in 
the  review  of  patients'  eligibility  for  aid  programs);   (4)  the  Police 
Department  (restraint  of  certain  patients);   (5)  the  Retirement  System 
(which,  we  are  informed,  has  an  employee  maintaining  medical  records), 
(6)  the  Civil  Service  Department  (recruiting  services,  tests, 
promotions,  and  payroll  review;  and  (7)  the  Municipal  Railway  (operation 
of  a  bus  at  Laguna  Honda  Hospital).      In  addition,  the  overhead  factor 
utilized  for  the  Department  of  Public  Works  should  be  reviewed  to  deter- 
mine  if  it  includes  a  proportionate  share  of  the  administrative  cost  of 
that  department. 

In  addition,  costs  incurred  by  other  divisions  of  the  Depart- 
ment of  Public  Health  (e.g.,  City  physicians  and  mental  health  services) 
should  be  carefully  reviewed  to  determine  if  any  of  the  costs  relate  to 
the  performance  of  services  which  are  reimbursable  under  either  program. 
Services  provided  by  the  other  emergency  hospitals  should  also  be 
reviewed.      We  understand  that  the  tentative  decision  has  been  reached 
not  to  make  charges  for  services  provided  at  the  emergency  hospitals, 
except  at  Mission  Emergency.      This  decision  probably  disqualifies  the 
other  emergency  hospitals  from  reimbursement  of  costs  under  Medicare. 
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However,  we  believe  it  desirable  to  discuss  the  emergency  hospitals 
with  representatives  of  the  fiscal  intermediary  or  the  Social  Security 
Administration  in  an  attempt  to  arrange  some  method  of  reimbursement 
for  the  qualifying  treatments  performed  at  the  emergency  hospitals. 
In  addition,  consideration  should  be  given  to  methods  of  accumulating 
sufficient  information  to  seek  partial  reimbursement  for  certain  treat- 
ments under  the  California  Medical  Assistance  Program. 

It  is  possible  that  the  State  of  California  will  also  recon- 
sider which  portions  of  the  costs  of  other  departments  are  allowable 
under  the  State  program,  particularly  if  it  can  be  demonstrated  that 
such  costs  are  allowable  under  the  Federal  program. 

INTEREST  EXPENSE 

Under  both  the  California  and  Federal  programs,  interest  is 
an  allowable  expense.      However,  each  program  has  various  limitations 
which  should  be  closely  investigated.      For  example,  under  the  California 
program  the  interest  rate  may  not  exceed  1%. 

For  Federal  purposes,  interest  may  be  an  allowable  cost  if 
paid  to  a  separate  fund.      Interest  on  borrowings  from  the  general  fund 
would  be  considered  to  be  an  allowable  cost.      Providers  are  encouraged 
to  establish  sinking  funds  of  depreciation  allowances  for  the  purpose  of 
funding  future  fixed  acquisitions.      Borrowings  by  the  Hospital  operat- 
ing fund  from  the  sinking  fund  would  result  in  interest  expense  which 
would  apparently  be  an  allowable  expense.      The  Principles  state  .   .  . 
"there  is  an  incentive  for  it  (funding  of  depreciation)  since  income  from 
funded  depreciation  is  not  considered  as  an  offset  which  must  be  taken 
to  reduce  the  interest  expense  that  is  allowable  as  a  program  cost." 
The  Principles  go  on  to  say,  "Where  funded  depreciation  is  used  for 
purposes  other  than  improvement,  replacement,  or  expansion  of  facilities, 
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or  equipment  related  to  patient  care,  allowable  interest  expense  will  be 
reduced  to  adjust  for  offsets  not  made  in  prior  years  for  earnings  on 
funded  depreciation." 

Consideration  should  be  given  to  setting  up  a  separate  sinking 
fund  in  which  would  be  deposited  the  annual  allowable  depreciation. 
Borrowings  could  then  be  authorized  from  the  sinking  fund  for  the  pur- 
pose of  financing  current  operations.      Interest  could  be  paid  from  the 
"Hospital  fund"  to  the  "equipment  fund"  and  such  interest,  if  reasonable, 
would  apparently  be  an  allowable  expense.      Subsequently,  when  new 
equipment,  etc.,  was  to  be  acquired,  the  money  would  be  appropriated 
from  the  City' s  general  fund  and  transferred  to  the  Hospital' s  operating 
fund,  which  would  in  turn  be  used  to  reimburse  the  sinking  fund.  The 
cash  then  available  in  the  sinking  fund  would  be  used  to  purchase 
equipment . 

The  interest  income  which  the  sinking  fund  had  received  in  the 
interim  would  apparently  not  offset  the  interest  expense  paid  by  the 
Hospital's  operating  fund  for  purposes  of  determining  allowable  costs. 
It  probably  would  be  necessary  to  demonstrate  that  the  loans  from  the 
sinking  fund  to  the  Hospital' s  operating  fund  for  current  operations 
were  in  fact  temporary  and  that  the  sinking  fund  would  be  used  for  the 
improvement,  replacement,  or  expansion  of  facilities.      Otherwise,  the 
offset  described  in  the  quoted  paragraph  above  might  apply,  thereby 
reducing  the  allowable  interest  expense. 

BAD  DEBTS 

Medicare  inpatients  are  supposed  to  pay  $^0  of  the  hospital 
bill,  plus  $10  per  day  for  inpatient  care  after  60  days  (maximum  30 
additional  days).      In  addition,  patients  are  required  to  pay  a  portion 
of  the  cost  of  outpatient  diagnostic  services.      Under  the  California 
Medical  Assistance  Program,  patients  with  incomes  above  certain  defined 
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standards  may  be  required  to  pay  for  a  portion  or  all  of  the  cost  of 
their  medical  care.      Undoubtedly,  many  instances  will  arise  where  it 
is  impossible  to  collect  the  patients'   share  of  the  charges  for  hospital 
services  from  the  patients.      The  Medicare  Principles  of  Reimbursement 
for  Provider  Costs  state  that  "Bad  debts  .   .   .  represent  reductions  in 
revenue  (rather  than  increases  in  the  cost  of  providing  services)." 
However,  the  Principles  recognize  that  "The  failure  of  beneficiaries  to 
pay  the  deductible  and  co-insurance  amounts  can  result  in  the  related 
cost  of  covered  services  being  borne  by  other  than  beneficiaries  of 
the  program."      The  deductible  and  co-insurance  amounts  receivable  from 
Medicare  recipients  which  are  uncollectible  will  be  included  in  the 
Medicare's  share  of  allowable  costs.      However,  bad  debts  arising  from 
other  sources  will  not  be  allowable  costs. 

Bad  debts  arising  from  providing  services  to  patients  covered 
under  the  California  Medical  Assistance  Program  may  be  included  in  the 
computation  of  reimbursable  costs  for  that  program.      The  Permanent 
Formula  for  the  Reimbursement  of  Hospitals  for  Inpatient  Services 
Provided  Under  the  California  Medical  Assistance  Program  states  "in  the 
event  that  an  individual  hospital  can  demonstrate  to  contractor  a  sig- 
nificant loss  as  the  result  of  bad  debts  attributable  to  patients  legally 
receiving  benefits  under  the  basic  health  care  provisions  under  the 
California  Medical  Assistance  Program,  contractor  may  consider  such 
losses  as  a  reimbursable  cost  subject  to  approval  of  the  State." 

Claimed  bad  debts  must  meet  the  following  criteria: 

1.  The  debt  must  be  related  to  covered  services  under  the 

respective  programs. 

2.  The  Provider  must  be  able  to  establish  that  reasonable 

collection  efforts  were  made. 

3.  The  debt  was  actually  uncollectible  when  claimed  as 

worthless . 

^.     Sound  business  judgment  established  that  there  was  no 
likelihood  of  recovery  at  any  time  in  the  future. 
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We  suggest  that  provisions  be  made  for  separating  bad  debts 
into  separate  accounts  for  each  program  commencing  July  1,  1966.  The 
collection  program  should  basically  be  the  same  for  all  patients.  The 
program  should  be  defined. 

CHARITY  ALLOWANCES 

The  Medicare  Principles  state  that  "charity  allowances  have  no 
relationship  to  beneficiaries  of  the  health  insurance  program  and  are 
not  allowable  costs." 

EDUCATIONAL  ACTIVITIES 

The  Medicare  Principles  of  Reimbursement  provide  that  the  cost 
of  approved  educational  activities  may  be  included  in  determining  total 
cost  for  purposes  of  computing  the  share  to  be  reimbursed  by  the  Federal 
Government.      Generally,  the  educational  programs  include  internship  and 
residency  programs  for  medical,  osteopathic,  and  dental  students.  In 
addition,  activities  licensed  under  state  law  or  approved  by  the  recog- 
nized professional  organizations  are  also  included. 

RESEARCH  COSTS 

For  Federal  purposes,  the  costs  incurred  for  medical  related 
research,  over  and  above  the  cost  of  usual  patient  care,  are  not 
includable  as  allowable  costs.      It  will  be  necessary  to  determine 
separately  the  cost  of  any  research  activities  conducted  at  the  institu- 
tions.     We  understand  that  metabolic  research  is  performed  on  the 
second  floor  of  the  laboratory  in  a  10-bed  area,  and  that  the  University 
of  California  staffs  the  facility,  pays  for  the  laboratory  tests  and  pays 
a  per  diem  amount  which  is  applied  as  a  credit  against  the  County' s  cost 
for  that  location.      We  also  understand  that  other  areas  in  the  laboratory 
may  be  used  for  research,  that  the  third  floor  of  the  new  pathology 
building  will  be  used  solely  for  research,  and  that  additional  space  is 
authorized  for  research. 
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It  will  be  necessary  to  study  separately  each  research  program 
and  determine  the  costs,  if  any,  which  are  borne  by  the  County. 

ADMINI STRATIVE  STUDIES 

Studies,  analyses,  surveys,  and  related  activities  to  serve  the 
Hospital' s  administrative  and  program  needs  are  included  in  the  calcu- 
lation of  allowable  costs.      An  example  is  the  cost  of  the  present 
John  Pi  Forbes  &  Company  contract  which  would  be  an  allowable  cost. 

GRANTS,  GIFTS,  OR  INCOMES  FROM  ENDOWMENTS 

Occasionally,  the  hospitals  may  receive  gifts  for  specific 
purposes.      The  Federal  provisions  state  that  unrestricted  grants, 
gifts,  or  incomes  from  endowments  should  not^  be  treated  as  reductions  in 
operating  costs  for  the  purpose  of  computing  reimbursable  costs,  although 
grants,  gifts,  or  endowments  designated  by  the  donor  for  the  purpose  of 
paying  specific  operating  costs  are  required  to  be  deducted  from  the 
particular  operating  cost  or  group  of  costs. 

It  will  be  necessary  to  review  each  gift  or  grant  to  determine 
whether  it  is  unrestricted  or  is  simply  designated  to  apply  towards  a 
specific  operating  cost.      To  the  extent  possible,  future  grants  and 
gifts  should  be  unrestricted. 

ADDITIONAL  ALLOWANCE  IN  LIEU  OF  OTHER  COSTS 

The  Medicare  provisions  for  reimbursement  provide  for  an 
additional  allowance  amounting  to  2%  of  total  allowable  costs  before 
interest  expense.      The  2$  additional  allowance  is,  in  part,  in  lieu  of 
a  specific  interest  return  on  investment.      It  is  limited  to  an  amount 
which,  as  a  percentage  of  the  Provider' s  investment  in  plant,  property, 
and  equipment  related  to  patient  care  (net  of  depreciation  and  long-term 
debt  related  to  such  investment),  does  not  exceed  the  average  interest 
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rate  on  special  issues  of  public-debt  obligations  issued  by  the  Federal 
Hospital  Insurance  Trust  Fund  during  the  reporting  period.  The 
California  program  does  not  provide  for  a  similar  item  as  an  allowable 
cost . 

PHYSICIANS'  SALARIES 

The  principle  underlying  both  the  Federal  and  California  pro- 
grams is  that  the  cost,  of  providing  physicians'  services  to  patients  is 
not  reimbursable  to  the  Hospital. 

As  suggested  above  (page  9),  it  will  be  necessary  to  determine 
and  segregate  the  salaries  paid  to  licensed  physicians  for  administration, 
educational  programs,  and  patient  care.      We  are  informed  that  the 
salaries  of  City  physicians  providing  patient  care  at  Laguna  Honda 
Hospital  and  Hassler  Health  Home  under  the  "ward  care"  concept  might  be 
reimbursable  as  a  portion  of  hospital  costs  under  the  Medicare  program. 
However,  we  understand  that  these  doctors  intend  to  bill  separately  for 
such  care.      It  seems  doubtful  that  reimbursement  could  be  received  by 
both  the  doctors  and  the  Hospital.  [ 

We  understand  discussions  continue  with  the  doctors,  the 
hospitals,  and  representatives  of  both  the  Federal  and  California  programs 
in  order  to  determine  an  equitable  manner  of  billing  the  programs  for 
physicians'   services  and  reimbursement  to  the  hospitals  for  the  salaries 
paid  to  these  doctors.      The  methods  ultimately  adopted  will  depend  upon 
the  outcome  of  the  discussions. 

PAYMENTS  TO  THE  UNIVERSITY  OF  CALIFORNIA 

The  University  of  California  provides  substantial  medical  care 
to  patients  at  San  Francisco  General  Hospital.      The  Hospital  is  con- 
sidered to  be  a  teaching  hospital  and  the  University  provides  instruction, 
etc.      For  the  fiscal  year  ended  June  30,  1966,  the  amount  of  $966,57  6 
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was  appropriated  for  payment  to  the  University  of  California  " for  the 
furnishing  of  medical  care  for  patients  of  the  San  Francisco  General 
Hospital."      A  portion  of  the  appropriation  was  used  for  the  payment  of 
salaries  of  City  employees.      However,  a  substantial  portion  of  the 
funds  were  paid  to  the  University  for  tests  and  services  performed 
by  the  following: 

Anesthesiology 
Cardiopulmonary  laboratory 
Clinical  laboratories 
Pathology  laboratories 

The  amount  paid  to  the  University  of  California  closely 
approximates  the  University' s  costs  for  professional  salaries,  technical 
and  clerical  salaries,  supplies,  and  benefits. 

We  are  unable  to  determine  whether  all  or  some  portion  of  the 
amounts  paid  to  the  University  of  California  will  represent  allowable 
costs  under  either  the  Federal  or  California  programs.      It  appears 
that  a  portion  of  the  costs  represent  professional  fees  for  which  the 
University  of  California  doctors  may  bill  separately.      In  that  event, 
it  appears  unlikely  that  the  County  could  also  obtain  reimbursement. 
We  understand  that  the  matter  is  under  discussion  with  representatives 
of  the  University  of  California.      In  the  event  the  costs  are  wholly 
or  partially  unallowable,  it  may  be  desirable  to  amend  the  contract 
with  the  University  of  California. 

SPECIAL  CALIFORNIA  REQUIREMENTS 

The  California  program  requires  the  use  of  the  California 
Hospital  Association' s  Uniform  Accounting  Manual.      In  general,  cost 
centers  are  established  for  the  respective  operating  departments  at 
San  Francisco  General  Hospital  in  accordance  with  the  requirements  of 
that  manual.      The  Formula  for  Reimbursement  of  Hospitals  for  Acute 
Short-term  Services  Provided  to  Eligible  Persons  Under  the  Provisions  of 
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Chapters  7  and  8,  part  3,  Division  9  of  the  Welfare  and  Institutions 
Code  of  the  State  of  California,  supplements  the  CHA  Accounting  Manual 
by  commenting  on  certain  costs.      Reference  is  made  to  that  publication. 
An  example  of  the  supplemental  information  is  as  follows: 

"Account  No.  330  -  Operating  Room  Service,  includes  all  expenses 
incurred  in  providing  services  of  qualified  technical 
personnel  in  the  operating  room,  cystoscopy  room,  and  the 
recovery  room  in  addition  to  the  cost  of  those  necessary 
routine  services  and  equipment.      Expenses  of  providing 
anesthesia  materials  should  also  be  included  if  an  organized 
anesthesiology  department  is  not  available  at  the  hospital. 
An  allocation  of  salaries  paid  to  operating  room  personnel 
who  work  in  the  emergency  room  part-time  should  be  made  to 
Account  388  -  Emergency. 

"The  following  expenses  are  not  to  be  included  in  this  expense 
center: 

1.  Salaries  or  other  amounts  paid  to  licensed  physicians 

for  any  purpose. 

2.  Cost  of  supplies  for  which  a  separate  charge  is  made 

in  another  revenue  account." 


INTERIM  REIMBURSEMENT  FOR  COSTS  UNDER  THE  MEDICARE  PROGRAM 

In  general,  the  County  will  receive  periodic  reimbursement 
from  the  Federal  Government  under  the  Medicare  program  based  on  rates 
determined  using  the  previous  year' s  cost  report  which  is  to  be  based 
on  the  optional  methods  previously  discussed.      The  interim  rate  of 
payment  may  be  further  adjusted  to  reflect  increased  costs  in  the 
current  year. 

During  the  initial  period,  it  will  be  necessary  to  establish 
interim  payment  rates  based  on  something  other  than  reimbursable  costs. 
Inasmuch  as  certain  elements  of  reimbursable  cost  (e.g.,  depreciation) 
are  not  known  for  the  fiscal  year  ended  June  30,  1966,  it  will  be 
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necessary  to  develop  rates  based  upon  estimates  of  costs  (rather  than 
actual  costs  under  the  program  as  will  be  done  in  future  years).  The 
Medicare  Principles  of  Reimbursement  provide  several  methods  of  deter- 
mining the  rate  of  payment  during  the  first  year.      In  general,  it  will 
be  necessary  to  meet  with  the  fiscal  intermediary  and  negotiate  interim 
reimbursement  rates.      It  is  suggested  that  the  most  recent  per  diem 
rates  available  (based  on  costs  for  the  year  ending  June  30,  1965)  plus 
a  percentage  adjustment  for  estimated  increased  costs  be  suggested  as 
the  basis  for  reimbursement.      Calculations,  statistics,  and  other  data 
should  be  assembled  for  submission  to  the  fiscal  intermediary. 


CLINICS  AND  OTHER  OUTPATIENT  SERVICES 


At  San  Francisco  General  Hospital,  clinic,  or  outpatient  ser- 
vices are  performed,  at  least,  at  the  following  separate  clinics: 

Mission  Emergency 
Chest  clinic 
Dental  clinic 
Eye  clinic 

Ear-nose-throat  clinic 
Psychiatric  clinic 
Follow-up  clinic 

At  the  follow-up  clinic,  the  following  clinics  are  held  at 
different  times  throughout  the  week: 


Prenatal  Orthopedic 

Pediatrics  Premature  Baby 

Surgical  Hand 

Urology  Gynecology 

Dermatology  Post  Partum 

Cardiac  Family  Planning 
Medical 


We  are  informed  that  patients  seen  at  the  follow-up  clinic  have 
usually  had  hospital  care,  except  for  prenatal  and  pediatrics  patients. 
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In  actual  practice,  the  services  provided  at  Mission 
Emergency  Hospital  include  "drop-in"  clinic  services  for  minor  medical 
problems  as  well  as  major  emergency  procedures  and  diagnostic  services 
and  certain  administrative  procedures  ordinarily  associated  with 
admitting  departments.      Consideration  should  be  given  to  the  reorgani- 
zation of  Mission  Emergency  and  the  follow-up  clinic,  possibly  with  the 
result  that  a  " drop- in"  clinic  could  be  established  to  be  used  by  many 
patients  presently  seen  at  Mission  Emergency. 

It  will  also  be  necessary  to  begin  billing  outpatients  for 
clinic  treatments.      In  that  connection,  costs  must  be  determined 
separately  for  each  separate  clinic.      For  example,  the  costs  of 
operating  the  eye  clinic  must  be  accumulated  separately.      It  is 
presently  unclear  whether  it  will  be  necessary  to  determine  separate 
costs  for  each  clinic  utilizing  the  same  facilities,  such  as  the  clinics 
utilizing  the  follow-up  clinic  facilities. 

Some  outpatients  are  treated  even  though  their  eligibility 
has  not  recently  been  investigated  by  the  social  services  section. 

The  initial  charge  rates  to  be  used  to  the  extent  determi- 
nable from  existing  records  were  included  in  our  report  on  Billing 
Procedures  For  Hospital  Services,  dated  July  1,  1966.      A  procedure 
for  establishing  patients'  eligibility  was  also  included  therein. 
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APPENDIX 


SUMMARY  OF  ALLOCATION  METHODS  USED  AT  SAN  FRANCISCO 
GENERAL  HOSPITAL  WHICH  DIFFER  FROM  THOSE  PRESCRIBED 
BY  THE  CALIFORNIA  HOSPITAL  ASSOCIATION 


REVENUE  PRODUCING  DEPARTMENTS 
Present  Method 

Costs  of  the  following  departments  are  allocated  to  wards 
and/or  departments  on  bases  applicable  or  peculiar  to  the  particular 
department: 


Surgery 

330. 

01 

Ane  sthe  siology 

335. 

01 

Pharmacy 

3^5. 

01 

Radiology 

355. 

01 

X-ray  film 

355. 

02 

Blood  Bank 

365. 

01 

Clinical  Laboratory 

365. 

02 

Pathology 

365. 

03 

Electrocardiograph 

380. 

01 

Ele  c  t  roencephalography 

380. 

02 

Physical  Therapy 

380. 

03 

Occupational  Therapy: 

Tuberculosis 

380. 

0^ 

Psychiatric 

380. 

05 

Artificial  Kidney 

380. 

06 

Peritoneal  Dialysis 

380. 

07 

California  Hospital  Association  Method 

The  above  departments  are  considered  to  be  revenue  producing 
and  costs  of  operation  should  not  be  allocated  to  any  other  wards  or 
departments. 

Conclusion 

The  San  Francisco  General  Hospital  should  no  longer  allocate 
the  costs  of  the  above-listed  departments  to  other  departments. 
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CENTRAL  NURSING  SUPPLY  -  350.01 
Present  Method: 

The  costs  of  central  nursing  supply  are  allocated  to  wards  and 
departments  on  the  basis  of  the  ratio  of  the  dollar  value  of  requisitions 
issued  to  each  department  or  ward  to  the  total  dollar  value  of  all  requi- 
sitions issued  from  central  nursing  supply. 

California  Hospital  Association  Method: 

The  costs  of  operating  central  nursing  supply  are  considered 
costs  of  a  revenue  producing  ancillary  service,  and  accordingly  are  not 
allocated  to  other  departments  or  wards. 

Conclusion: 

Both  methods  will  be  required.      Some  issues  by  central  nursing 
supply  will  be  charged  to  patients  and  some  will  be  distributed  to  the 
wards  as  supplies  which  are  included  in  the  rate  for  daily  hospital  ser- 
vices.     Accordingly,  it  will  be  necessary  to  apportion  the  cost  of 
central  nursing  supply  between  revenue  producing  and  nonrevenue  produc- 
ing activities. 

NURSING  ADMINISTRATION  -  505.01 
Present  Method: 

The  costs  of  the  nursing  administration  office  are  allocated  to 
wards  on  the  basis  of  the  ratio  of  patient  days  of  each  ward  to  the  total 
patient  days  of  all  wards. 

California  Hospital  Association  Method: 

The  costs  of  operating  the  nursing  administration  office 
should  be  allocated  on  the  basis  of  total  paid  hours  of  supervised 
personnel  in  each  cost  center,  supervised  by  the  nursing  administration 
office  (Uniform  Cost  Analysis  Manual,  CHA,  paragraph  322.2). 
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Conclusion: 

The  California  Hospital  Association  method  would  result  in  a 
more  precise  allocation  whereas  the  San  Francisco  General  Hospital 
method  probably  requires  less  effort  to  accumulate  the  information.  It 
seems  desirable  to  adopt  the  CHA  method,  particularly  if  the  distribution 
of  nurses'   salaries  can  be  determined  by  EDP  as  a  portion  of  the  sug- 
gested EDP  payroll  system. 

PSYCHIATRIC  AEMINI STRATI ON  -  505,02 
Present  Method: 

The  costs  of  the  psychiatric  administration  office  are  allo- 
cated only  to  psychiatric  wards  or  clinics  as  follows: 

^■Qffo  of  costs  to  Psychiatric  Observation  Wards  -  300.92 
^Ofo  of  costs  to  Psychiatric  Treatment  Wards  -  315.95 
15$  of  costs  to  Psychiatric  Outpatient  Clinic  -  390.06 
5$  of  costs  to  Immediate  Psychiatric  Aid  and 
Referral  Clinic  -  390.07 

California  Hospital  Association  Method: 

No  method  of  allocating  psychiatric  administration  office  costs 
is  specifically  suggested  by  the  California  Hospital  Association. 

Conclusion: 

There  is  no  current  evidence  to  support  the  present  method  of 
allocation  of  psychiatric  administration  costs  and  no  specific  method  of 
allocation  is  suggested  by  the  California  Hospital  Association.  We 
suggest  that  a  method  similar  to  that  suggested  by  the  California 
Hospital  Association  for  nursing  administration  be  adopted.      In  effect, 
administration  costs  would  be  allocated  on  the  basis  of  paid  hours  of 
supervised  personnel  in  each  of  the  psychiatric  wards  and  clinics. 
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MEDICAL  LIBRARY  -  514.01 
Present  Method: 

The  costs  related  to  the  medical  library  are  allocated  to  wards 
and  departments  based  on  the  ratio  of  the  cost  of  personal  service  of  the 
paid  medical  staff  charged  to  each  ward  or  department  to  the  total  cost 
of  the  Hospital' s  paid  medical  staff. 

California  Hospital  Association  Method: 

The  costs  of  operating  the  medical  library  should  be  allocated 
on  the  basis  of  assigned  hours  of  service  of  interns,  externs, 
residents,  and  licensed  medical  practitioners.      The  assigned  hours  may 
be  determined  from  periodic  studies  of  the  time  worked  in  each  functional 
cost  center  by  the  medical  staff.      (ibid,  par.  320.2). 

Conclusion: 

Both  methods  probably  achieve  substantially  the  same  result. 
The  method  used  at  San  Francisco  General  Hospital  is  more  precise. 
However,  this  method  may  not  be  suitable  in  the  future  if  the  method  of 
compensating  physicians'  changes  as  a  result  of  Medicare. 

MEDICAL  RECORDS  -  516.01 
Present  Method: 

The  costs  of  the  medical  records  office  are  allocated  to  wards 
on  the  basis  of  the  ratio  of  patient  days  of  each  ward  to  total  patient 
days  of  all  wards. 

California  Hospital  Association  Method: 

The  cost  of  operating  the  medical  records  office  should  be 
allocated  based  on  a  combination  of  inpatient  days  to  nursing  units  and 
employee  hours  chargeable  to  other  cost  centers.      (ibid.,  par.  318.2). 
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Conclusion: 

The  CHA  method  provides  for  a  more  precise  and  equitable 
allocation  of  costs. 

HOUSEKEEPING  -  522.01 
Present  Method: 

The  costs  of  housekeeping  are  allocated  on  the  basis  of  square 
footage  of  all  wards  and  departments. 

California  Hospital  Association  Method: 

The  housekeeping  costs  should  be  allocated  based  on  the 
estimated  assigned  hours  of  service  determined  from  periodic  studies 
of  the  time  worked  in  each  functional  cost  center.      (ibid.,  par.  316.2) 

Conclusion: 

Either  method  gives  a  reasonable  allocation  of  housekeeping 
costs.      The  California  Hospital  Association  method  gives  a  more  precise 
cost  allocation. 

LAUNDRY  AND  SEWING  ROOM  -  525.01 
LINEN  -  525.02 

Present  Method: 

The  laundry  department  maintains  records  of  the  type  of  pieces 
issued  to  each  ward  or  department.      The  total  number  of  each  type  of 
item  issued  during  the  periodic  study  period  is  summarized  by  ward  and 
multiplied  by  the  average  unit  cost  of  each  item.      The  cost  of  operating 
this  department  is  then  allocated  based  on  the  ratio  of  cost  of  items 
used  by  each  ward  or  department  during  the  study  period  to  total  cost 
of  items  used  by  all  wards  or  departments. 
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California  Hospital  Association  Method: 

The  cost  of  linen  and  the  cost  of  operating  the  laundry  and 
sewing  room  should  be  allocated  on  the  basis  of  poundage  of  items  issued 
to  each  department  or  ward  divided  by  the  total  poundage  of  items  issued 
to  all  wards  or  departments  (ibid.,  par.  317.2). 

Conclusion: 

The  CHA  method  gives  a  more  precise  cost  allocation* 

POWER  PLANT  -  530. 01 

HEAT,  LIGHT  AND  POWER  -  530.  02 

Present  Method: 

One-half  of  the  costs  of  power  plant  and  heat,  light  and  power 
are  allocated  as  follows: 

28$  to  Laundry  and  Sewing  Room,  525.  01 
56$  to  Dietary,  500.01,  and 
1 6%  t  o  Surgery,  3  3 0. 01 . 

The  remaining  one-half  of  costs  are  allocated  to  the  remain- 
ing wards  and  departments  on  the  basis  of  the  ratio  of  square  footage 
of  each  of  the  remaining  wards  or  departments  to  the  total  square 
footage  of  all  of  the  remaining  wards  and  departments. 

California  Hospital  Association  Method: 

The  costs  of  heat,  light  and  power  and  the  costs  of  operating 
the  power  plant  should  be  allocated  on  the  basis  of  square  footage  of 
each  ward  or  department  (ibid.,  par.   314-.  2). 
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Conclusion: 

The  present  method  of  allocating  one-half  of  these  costs  to 
dietary,  surgery,  and  laundry  is  based  on  the  assumption  that  these 
departments  use  substantially  more  utilities  than  the  other  wards  or 
departments.      This  assumption  seems  reasonable  and  results  in  a  more 
precise  method  of  allocation  than  the  California  Hospital  Association 
method,  even  though  the  percentages  used  are  arbitrary. 


WATER  -  530.  02 
Present  Method: 

The  costs  of  water  consumption  are  allocated  to  the  wards  and 
departments  on  a  variety  of  methods,  including  fixed  charges,  per- 
centages and  the  ratio  of  square  footage.      The  various  bases  of  allo- 
cation have  been  in  use  for  several  years. 

California  Hospital  Association  Method: 

The  costs  of  water  consumption  should  be  allocated  on  the 
basis  of  square  footage  of  each  ward  or  department  (ibid.,  par.   31 4-.  2). 

Conclusion: 

Unless  a  current  and  more  reasonable  basis  of  allocation  of 
water  consumption  can  be  determined  by  San  Francisco  General  Hospital, 
the  California  Hospital  Association  method  of  cost  allocation  should  be 
followed. 

ADMINISTRATION  EXPENSES  -  540: 

Administrative  expenses  may  include  the  following: 

Administration  -  Executive  office  Admitting 

Public  Information  (relations )  Credit  and  Collection 

Personnel  Accounting 

Purchasing  Communications 

Receiving  and  general  stores  (ibid. , 

Printing  and  duplicating  par.  313) 
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The  California  Hospital  Association  allows  either  of  the 
following  methods  of  allocation  of  administration  costs  to  other  cost 
centers: 

1.  The  lump  sum  method  whereby  the  sum  of  all  administrative 

subaccounts  is  allocated  to  the  other  cost  centers 
based  on  the  ratio  of  each  cost  center's  accumulated 
cost  to  total  costs  for  all  cost  centers. 

2.  The  cost  of  each  type  of  administrative  expenses  may  be 

allocated  separately  based  on  the  unit  of  service 
commonly  used  for  the  specific  type  of  administration 
provided.     (ibid.,  par.  313.3.1.). 

San  Francisco  General  Hospital  is  presently  using  Method 
Number  2  above.      It  is  believed  that  this  method  will  result  in  more 
precise  allocation  of  costs.      Comments  relating  to  the  methods  of 
allocating  specific  items  of  administrative  costs  are  as  follows: 

SOCIAL  SERVICE  -  5^0. 07 
Present  Method: 

The  entire  costs  of  the  social  service  department  are  allo- 
cated on  the  basis  of  admissions  to  the  various  wards  or  departments, 
less: 

1.  90$  of  maternity  admissions  which  are  estimated  as 

being  admitted  directly  by  maternity. 

2.  Admissions  to  psychiatric  observation,  and 

3.  Admissions  to  the  emergency  ward. 

California  Hospital  Association  Method: 

Normally,  the  cost  of  the  Medical  Social  Services  rendered  to 
patients  (e.g.,  aiding  the  physician  in  medical  rehabilitation  through 
recognition  of  the  social  factors  influencing  patients'  medical 
conditions)  is  accumulated  in  Account  518,  which  is  allocated  on  the 
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basis  of  first  interviews  granted  for  each  cost  center  served, 
(ibid.,  par.  319.2). 

The  cost  of  determining  eligibility  for  aid  programs  is 
included  by  county  hospitals  as  a  portion  of  administrative  expense 
and  is  allocated  with  the  general  admitting  department. 

Conclusion: 

We  are  informed  that  the  principal  responsibility  of  the 
Social  Services  Department  is  one  of  determining  eligibility  for  aid 
programs.      Accordingly,  it  is  reasonable  to  continue  charging  all  of 
the  social  service  costs  to  administration.      It  will  be  necessary  to 
segregate  the  cost  of  social  services  based  on  services  provided  to 
inpatients  and  outpatients.      The  present  method  of  allocating 
inpatient  costs  to  the  various  cost  center  seems  adequate.      In  the 
event  San  Francisco  General  Hospital  becomes  a  community  hospital  and 
begins  treating  private  patients  for  whom  aid  program  eligibility  need 
not  be  determined,  it  will  be  necessary  to  reconsider  the  method  of 
allocating  social  service  costs. 

ADMITTING  DESK  -  5^0. 08 

Present  Method: 

The  admitting  desk  costs  represent  an  allocation  of  50$  of 
the  costs  of  Emergency,  388. 01,  which  also  serves  as  the  general 
admitting  desk  for  the  Hospital.      These  costs  are  allocated  to  the 
wards  on  the  basis  of  patient  days  applicable  to  each  ward. 

Conclusion: 

In  actual  practice  the  services  provided  at  Mission  Emergency 
Hospital  include  "drop-in"  clinic  services  for  minor  medical  problems, 
emergency  treatment  rendered  to  outpatients  ranging  from  minor  to  major 
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medical  procedures,  diagnostic  and  emergency  treatment  rendered  to 
patients  being  admitted  to  the  Hospital,  and  certain  administrative 
procedures  normally  associated  with  admitting  departments. 

We  understand  that  charges  to  patients  are  contemplated  for 
the  emergency  services  rendered  at  Mission  Emergency  Hospital. 

Consideration  should  be  given  to  reorganizing  the  operation 
of  Mission  Emergency  Hospital  to  allow  for  the  separation  of  emergency, 
drop-in  and  admitting  functions.      The  cost  of  operating  the  emergency 
hospital  will  not  be  allowable  as  a  reimbursable  cost  to  inpatients. 
Until  the  functions  can  be  separated,  the  allocation  of  costs  between 
inpatients  and  outpatients  should  be  based  on  a  comprehensive  review  of 
the  services  provided  by  the  Emergency  department.      The  present  method 
of  allocating  50$  may  not  be  acceptable  without  a  study  to  support  the 
percentage. 

The  costs  attributable  to  the  admitting  desk  should  be  allo- 
cated on  the  basis  of  the  number  of  admissions  to  each  ward  which  are 
processed  by  the  admitting  desk. 

PSYCHIATRIC  ADMISSION  -  5^0. 09 
Present  Method: 

The  costs  of  the  psychiatric  admissions  office  are  allocated 
to  the  following  wards  on  the  basis  of  patient  days  of  the  respective 
wards: 

Psychiatric  Observation  Wards  -  300.92 
Psychiatric  Treatment  Wards  -  315. 95 

Conclusion: 

The  costs  of  the  psychiatric  admissions  office  should  be 
allocated  on  the  basis  of  admissions  to  each  psychiatric  ward. 
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SERVICE  TO  EMPLOYEES 
EMPLOYEE  BENEFITS 

Room  -  560.01 
Laundry  -  560. 02 
Meals      -  560.  03 

Present  Method: 

The  costs  of  services  to  employees  for  room,  laundry,  and 
meals  are  allocated  on  the  basis  of  patient  days  applicable  to  the 
wards. 

California  Hospital  Association  Method: 

The  costs  of  employee  benefits  should  be  allocated  on  the 
basis  of  salaries  for  each  ward  or  department  (ibid,  par.  312.1). 

Conclusion: 

The  California  Hospital  Association  method  should  be 

adopted. 
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